ABSTRACT. In this paper, the relevance of some debt ratio determinants from the recent theory of finance is empirically investigated in a small business sector. The data used in this study consist of average financial data of 27 shoptypes in 20 different years, covering a period of 24 years. The panel character of the data facilitates the use of analytical techniques aimed at reducing or avoiding the biasing effect of omitted variables on the outcomes. The main conclusion is, that the theoretical determinants appear indeed to be relevant for the small business sector investigated here, but the influences encountered in the analyses are far less straightforward than the hypothesized effects in the theory. Influences on total debt are frequently found to be the net effects of opposite influences on long and short term debt and some variables show large time and industry specific effects. Further, distinct patterns in the time specific effects were found.
I. Introduction
The capital structure of the firm has been a contentious issue in the theory of business finance since the publication of Modigliani and Miller's (1958, 1963) seminal papers. Their initial conclusions of capital structure irrelevance and, subsequently, of optimal capital structure at a 100% debt financing are clearly incompatible with observed capital structures, so their findings initiated a considerable research effort to identify costs of debt financing that would offset the corporate tax advantage. Robichek and Myers (1965) , Jensen and Meckling (1976) , Ross (1977) , Leland and Pyle (1977) and Myers (1977) . The general result of these extensions is that the combination of leverage related costs (such as bankruptcy and agency costs) and a tax advantage of debt produces an optimal capital structure at less than a 100% debt financing, as the tax advantage is traded off against the likelihood of incurring the costs.
This theoretical result is now widely accepted in the profession. The main criticism is of empirical nature, i.e. whether or not the various leverage related costs and benefits are economically significant enough to have an appreciable impact on optimal leverage. This criticism gave rise to a number of empirical studies in which either the magnitude of leverage related costs and benefits is directly estimated (e.g. Warner, 1977) or in which observed capital structures are related to operating characteristics which are assumed to reflect these costs and benefits (e.g. Scott, 1972 , Remmers et al. 1974 , Scott and Martin, 1975 , Ferri and Jones, 1979 , Flath and Knoeber, 1980 , Castanias, 1983 , Bradley et al. 1984 . Most of these studies use data of firms that would be classified as large by any definition of small business.
The empirical implications of the theory of finance for small business are seldom discussed (McConnell and Pettit, 1984, and Van der Wijst, 1989 , are exceptions) and even less frequently empirically tested in a quantitative manner (Keasey and McGuinness, 1990 , is a noteworthy example). This means that there is a large discrepancy between the importance of small business in most western economies and the attention devoted to it by the finance profession. Financial research in the field of small business is usually confined to descriptive analyses using either case studies (e.g. 5: 55--65, 1993 . 9 1993 Printed in the Netherlands.
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Nico van der Wifst and Roy Thurik Rapoport, 1990) or a behavioural approach (Norton, 1990) or qualitative analyses (Walker, 1989) .
In this paper, the relevance of some debt ratio determinants from the recent theory of finance is empirically investigated in a small business sector. These determinants usually refer to factors that can not or not adequately be measured by outside researchers. Consequently, proxy variables have to be used in any empirical investigation and this study is no exception. Although the theoretical assumptions of completeness and perfectness may be less valid for the small firm's capital market than they are for the large firm's, no attempts are made to capture the effects, if any, of the alleged imperfections of the small firm's capital market in testing our hypotheses. Also, the determinants are tested as such, i.e. we are not considering the joint determinants of the investment and the financing decision. Hence, this paper is aimed at a rather straightforward test of the relevance of theoretical determinants. Such tests are scarce in small business, perhaps because empirical analyses of financial structure in small business are frequently hampered by a lack of available data. For the majority of small firms, publication of the annual report is not mandatory and, hence, simply not done. This means that laborious fieldwork or questionnaires have to be used to collect small firm financial statements and this, in turn, means that data collection is usually restricted to some key figures on financial structure without much room for explanatory variables. As a consequence, in empirical analyses important determinants of financial structure often have to be approximated in a rather arbitrary manner or, even worse, simply have to be omitted. This may, of course, bias the results of the analyses. The analytical technique used here reduces or avoids the omitted variables bias. The panel character of the data, which consist of the average financial statements of 27 industries in retailing (shoptypes) in 20 years, permits the use of this technique.
The paper is organized as follows. In section 2, the theoretical determinants of financial structure are briefly summarized. The data used in this study are described in section 3 and section 4 contains the empirical analysis, i.e. the empirical proxy variables, the model specifications and the estimation results. Section 5 concludes the paper.
Debt ratio determinants
From the combined theoretical and empirical studies of business finance, that have been published over the past three decades, some broad categories of debt ratio determinants can be seen to emerge. These determinants make no explicit distinction between small and large business ~ and they refer, of course, to the costs and benefits associated with financial contracting. In the absence of costs and benefits, i.e. in the perfect capital markets for which financial economists have such a pronounced bias, the market value of the firm is independent of its capital structure, as the famous Modigliani-Miller irrelevance theorem demonstrates. The market imperfections that have been brought forward as determinants of the firm's optimal capital structure can be collocated in the categories taxes, bankruptcy costs, agency costs and signalling effect}
The influence of taxes on financial structure rests on differences in fiscal treatment between debt and equity: since interest payments are tax deductible and dividends are not, the fiscal regime is generally considered to favour debt. This simple tax effect can be complicated by several factors. First of all, non-debt tax shields, such as depreciation charges and investment tax credits, can reduce the expected tax benefit from interest payments. Secondly, personal taxes can offset the favourable treatment of debt at the corporate level, as Miller (1977) pointed out. Thirdly, aspects of the tax regime can create differences in investors' preferences. For instance, in many countries the tax rates applying to capital gains are lower than those applying to dividend and interest income. This creates a preference for capital gains over dividends from stock ownership, but other aspects can cancel out this effect. Some investors are not taxed, e.g. pension funds or very small investors, who benefit from the fact that small amounts of dividend are usually exempt from taxation. Other investors, such as retired people, may depend on dividend income for their livelihood# Given the wide variety among investors' tax situations, the combined effect of all these aspects of the fiscal environment can become quite complex. Therefore, it is usually assumed that the net effect of all fiscal rules creates, over a certain range, a positive ta'. incentive for corporate debt
